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Retirement Planning: How to Best Prepare for Your Future 
What do you think of when you ponder the United States of America? The American flag? An 
apple pie? The land of the free? Do you ever think of our country as the "land of consumers?" 
Lawrence Kaplan suggests that Americans are not just ordinary consumers, but the biggest consumers 
in the world! The average American spends 95 cents of every dollar earned, which leaves only five 
cents to be saved. This 5 percent savings rate is grossly low when compared to other countries. Japan 
and Germany, for instance, have a savings rate of 15 to 20 percent. Economists suspect that the low 
savings rate of Americans may cause investment to be strained and productivity growth to slow (87). 
An important part of savings is for future retirement. If Americans are saving only 5 percent of 
their earnings, it is obvious that they are not preparing adequately for retirement. A survey conducted 
by Workplace Plus Surveys for the Employers Council on Flexible Compensation reveals that in 1992, 
the average American saved $2,688. Two years later, that figure had plunged 34% to $1,776 (Kehrer 
6). Why aren't Americans saving for the future? Perhaps many are caught up in the present, which is 
understandable. It is expensive to live in America today. However, it will be even more expensive to 
live in America when gainful employment has ceased. Art Williams claims that Americans are making 
four basic financial mistakes. People have a lack of planning, a lack of investment knowledge, a 
tendency to depend on someone else for their financial future, and a bad habit of procrastination (3). It 
is time for Americans to wake up and start saving now for retirement. 
Joseph Coyle, the senior editor for Money Magazine, contends that opinion polls in recent 
years have concluded that saving enough for retirement has become an important focus among 
American adults of all ages. Young people are even thinking about saving for retirement. This may 
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sound unnecessary or premature, but if prudently considered, it makes perfect sense. When retirement 
involved only the last few years of life, people were able to get by with a Social Security check and a 
small pension. However, people are now leaving their jobs earlier and living longer. With increased life 
expectancy, retirement has become a phase of relaxation in which the retiree can do anything he 
chooses. Retirement could possibly involve a span of 30 years, and many of them during good health 
(ix-x). Kehrer points out that '"retirement' certainly stands for a more active and diverse lifestyle than 
ever before." By recognizing this change as a lifestyle that will be different from your parents', you will 
be on your way to making sure your future is financially secure (4). 
Young people are quickly realizing that it will take a larger sum of money than was needed in 
prior generations to support themselves during retirement. Coyle explains that financial planners 
estimate that on average, people will need 80% of their pre-retirement income to maintain the same 
standard of living after retirement (2). The polls reveal, however, that many people are afraid that they 
will never be able to accumulate enough money to retire early and live comfortably. They're probably 
right, because most people won't have saved enough by the time they are ready to retire. However, 
you don't have to be part of this group. The younger you are, the better chance you have of retiring 
"young and rich" (Coyle ix-x). No matter what age you are, if you work, you should begin saving. 
More retirement income will also be necessary to make up for losses to inflation. The Wall 
Street Journal's Guide to Planning Your Financial Future defines inflation as the constant erosion of 
money's value. The rate of this erosion varies, depending on the year, but the effect continues to push 
the cost of living upward. There is no way to stop inflation, but you must protect yourself from it by 
investing for growth. As long as you're earning more interest than the current inflation rate, you will 
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protect yourself from its devastating effects (Morris 94). Investing for retirement becomes even more 
important when you see how much money you will need in the future, just to keep up with inflation. 
Kehrer tells us that at a "modest" 4% annual inflation rate, a "40-year-old earning $50,000 today will 
need an income of $109,500 to enjoy the same buying power 20 years from now" (227). 
Another support for the importance of saving early is to take advantage of the power of 
compounding. When you invest your money and reinvest the earnings so that the money feeds on itself, 
the money starts growing incredibly fast. (See Appendix A.) The longer you have the power of 
compounding working for you, the less you have to contribute each month to reach your retirement 
goals. Let's look at an example given by Daniel Kehrer. Assume your goal is to have an extra 
$200,000 to cover the gap in your retirement income. With a 9% annual return, you'll only have to 
save about $177 per month for 25 years to reach this goal. The $200,000 would include $53,100 of 
the money you saved, and $146,900 in earnings that the compounded interest rate gained for you over 
the time (27). In this case, you only did a quarter of the work! Compare this to the next example 
Kehrer gives. Suppose you had only 10 years to reach $200,000 instead of 25 years, again assuming a 
9% annual return. In this instance, you would have to save $1,026 per month to reach your goal, with 
$123,000 of the total being your contribution (27)! That fifteen-year difference forced you to 
contribute almost six times more money per month to reach your final goal. 
Let's take a look at another example given by Michael Evans. Over a 40-year period, with a 
15 percent interest rate, you would end up with more money by saving $300 a month for the first five 
years than by saving that amount in each of the remaining 35 years (14). (See Appendix B for another 
example of the advantage of early saving.) This illustration reiterates the fact that more important than 
Sommerville 4 
the rate of return you get is the discipline of saving early. Starting now will be the difference in saving 
10% of your income versus having to save a larger percentage, for example 25% of your income in 
future years to attain your goal. This is the classic example of the cliche "time is money." Don't rob 
yourself of money you could be gaining from interest by spending your extra income thoughtlessly on a 
new article of clothing or a fancy car. 
Many people understand the importance of saving early for retirement. However, most young 
people do not feel that they have enough money to contribute regularly to a savings plan. Much of this 
feeling can be attributed to the hyper-consumer culture of our society. Joseph Coyle speaks strongly 
about this fact when he claims that we are· a "consumer culture, bred in the bone and impossible to 
escape unless you quit society entirely. .. . This culture knows not the face of self-denial. It has 
forgotten the concept of postponed pleasures upon which middle-class life was built." He suggests that 
there are two forces that make the problem seem hopeless: perception and superficial reality. ''The 
perception is the sense of powerlessness fueled by the strongest desire to consume ever known to 
humankind; the reality is the higher cost of everything we consume, starting with housing and 
education." However, unless you are truly poor, there is always room for savings (4). Think of the 
multiple times you go out to eat or buy a cappuccino just for pleasure. Or perhaps it's the $3 you 
spend on lottery tickets each week. Whatever your weaknesses are, there is room for some 
rearranging so that savings is possible. 
Financial experts suggest that by the time you are 30 years old, if not before, you should be 
consistently saving at least 10% of your pretax income. If you lag behind after this point, you will only 
have to save a larger percentage of your income later on in life to reach your goals (Coyle 5). (See 
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Appendix C.) To make this easier, try automating your savings so that it is electronically transferred 
directly out of your paycheck and into your retirement accounts. Kehrer claims that "automating your 
savings program could be the single most productive action you can take toward ensuring that you'll 
have enough money for retirement" (39). This will keep you from struggling over the decision to save 
each month. Your company's savings plan is the most obvious choice for automatic savings. (See 
below for more information on your options within your company.) Also, to increase your savings, 
commit any extra money you get to your retirement funds. : Raises in pay, bonuses at holidays, and 
other extras can easily be placed directly into your savings (Coyle 6-7). 
Now you know the two most important parts to retirement saving: start early and save 
consistently. Kehrer confirms that early investing is the most important step in setting up a "worry-free 
retirement plan." Running a close second in importance is to invest regularly (28). In order to keep up 
with the plans you establish, you must be faithful in donating part of your earnings each month to that 
cause if you want to reach your goal for retirement. Kehrer also notes that you must invest your 
money, not simply save it. Investing is ''what you do with the money when you save." You must learn 
about the different investment options, weigh their opportunities and risks, and decide which ones will 
most benefit you (142). 
To effectively decide which plans will be of most benefit, one must first know the.options. 
There are many different vehicles that can provide retirement income. The three main sources are 
Social Security, company plans, and personal investment savings. The first and most obvious source of 
income is Social Security. Coyle suspects that this piece will probably be the smallest part of your 
income (74). Many people, especially the baby boomer generation, are skeptical about whether Social 
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Security will provide anything for their retirement. However, Kehrer believes that it will be around, and 
provide an even higher payback for future retirees than current ones (6). Coyle also believes that 
Social Security will continue to be an important part of retirement income for many years to come. He 
says that Social Security is a more "generous contributor" than most people think. In 1995, for 
example, the maximum benefit was $14,500 a year per person (23). 
There are several advantages to Social Security's income. Theodore J. Miller states that one of 
Social Security's advantages over other forms of retirement income is that its benefits are sometimes 
tax-free. This tax break is only for those whose income is under approximately $25,000. However, it 
is very helpful to that group of people. In addition, social security benefits increase in amount along 
with inflation (391). This is especially convenient because it keeps you from having to worry about 
needing extra money to keep up with the increasing cost of living. 
Although Social Security may be a convenient, easy source of retirement income, it certainly 
will not provide enough money to support you on its own. The next general category of options for 
retirement income is company plans. The company that you work for may offer you a variety of 
retirement fund options within their benefits package. Coyle believes that "these [employer-offered 
plans l are without question your number one most powerful and important retirement savings vehicles" 
(74). There are two main types of employer-offered plans: the defined-benefit plan and the defined-
contribution or profit-sharing plan (Kehrer 56). Within these main categories are more specific plans 
that companies choose to adopt. It will be your responsibility to understand the plans and choose the 
ones that are best for you, and then to take full advantage of the opportunities they present. 
A very common option in many companies is a defined-benefit plan. Often generally called a 
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company "pension plan," defined-benefit plans guarantee you a specified amount of pay during each 
year of retirement based on your salary, age, and years of service (Kehrer 57). This payment is often 
called an annuity, which symbolizes a fixed monthly payment for the rest of your life. Depending on the 
rules of your individual company, you may be eligible for a pension after the vesting period, which is a 
specified period of service usually between 5-7 years. However, not all employees or jobs are 
included in this plan. One advantage of this type of plan is that it guarantees employees a set amount of 
benefits, funded by the employer, and figured by a formula that uses your final salary, years of service, 
and a fixed percentage rate (often 2%). This method rewards the loyal employee for his years of 
service. Another advantage is that most pension plans· are insured by the Pension Benefit Guaranty 
Corporation, or PBGC, a federal agency. The PBGC insures pension plan payments up to $2,559 per 
month. A perceived disadvantage to pension plans is their lack of transferability, since you cannot take 
them with you if you leave your job. Also, a company operator makes the decisions in a pension plan, 
which leaves you no room to participate in the success of your future earnings ("Quick ... Pension 
Plans"). 
Defined-contribution plans, on the other hand, allow you to set aside part of your earnings into 
an account that you are in charge of. The percentage of pay that you contribute may be fixed or it may 
fluctuate from year to year (Kehrer 62). In addition, the amount that you contribute is subtracted from 
your take-home pay, so it is not reported as income to the IRS and taxation is deferred. An added 
advantage is that many employers contribute to your retirement savings plan with a specified percentage 
of your contribution up to a certain maximum level (Morris 23). 
The most popular defined-contribution plan is the 40l(k). Kehrer says, "The 401(k) plan is, 
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hands down, the hottest retirement savings deal of the 1990s. For ease of use, tax -shelter power and 
wealth-building potential, participation in a 401 (k) may be the single most important ingredient you can 
add to your retirement plan" (62-3). The "Quick Reference Guide to 401(k)s" explains that the 401(k) 
is a tax-deferred investment and savings plan that is very similar to a personal pension plan. The biggest 
difference is that the 401 (k) allows employees to invest and be personally involved with their plan. The 
employee gives authorization for deductions in his pay to be invested in mutual funds or other 
investment options. Depending on your company's rules, you may be eligible to contribute to a 401(k) 
in any year that you earn a salary and are a regular employee. The greatest advantage to this plan is 
that your contributions are made from before-tax dollars, which reduces your taxable income, and both 
the contributions and earnings within the fund can grow tax-deferred until you withdraw the money. 
This source claims that "tax-deferred contributions and earnings make up the best one-two punch in 
investing." (Remember this secret, because it will come up again in later fund options.) The next best 
advantage to 40l(k)s is comprised in the "company match provision.'" Many employers (more than 
80%) choose to contribute toward their employees' 401 (k)s as an extra benefit and an incentive for 
employees to join the plan. These contributions can be anywhere from 25%-100% of your 
contribution, up to a specified limit. This is an incredible opportunity for you to increase your 
retirement savings quickly. For example, in a plan where your company is matching your donation at 
50 cents on the dollar, you have an immediate 50% return on your investment ("Quick: 401(k)"). 
There are few other investments that have the capability of growing this quickly! 
The "Quick Reference Guide to 401(k)s" continues with more advantages. The 401(k) allows 
you to choose whether or not to participate and how much you want to donate to the fund. This means 
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that you can choose your investments based on your own time restraints and risk preferences. Another 
feature is that 401(k)s are portable, so that when you change jobs you can take your fund with you and 
continue contributing to the same account. 401(k)s also allow for some flexibility because many plans 
allow you to take loans out of the account, after a specified minimum vested amount is in place. This 
option, of course, is not ideal and can have serious consequences. However, if you are in a tight spot, 
this option is available. The Internal Revenue Service sets a maximum contribution each year for 
401 (k)s. The limit for the 1999 tax year is $10,000. Concerning withdrawals at retirement, assets can 
be withdrawn without a penalty after age 592. By age 70, you must begin: withdrawing money from 
the account annually ("Quick: 401(k)"). 
Other company plans that might be available to you are the SEP-IRA and the SIMPLE-IRA. 
One source explains that a SEP-IRA, or Simplified Employee Pension IRA, is a tax-deferred plan 
provided by sole proprietors and small businesses who often don't have another plan. Except for 
higher contribution limits, they follow the same rules as a regular IRA (see below). Depending on 
company rules, if you are a regular employee and earn a salary in a given year, you are eligible for this 
plan. Contributions can be made only by the employer, up to a maximum of 15% of each employee's 
total compensation. In the 1997 tax year, the maximum contribution per employee was $24,000. 
SEP-IRA contributions do not reduce your salary. In addition, participation in a SEP-IRA does not 
keep you from investing in other IRAs on your own. Contributions and earnings can grow tax-deferred 
until withdrawal, when they are then taxed as ordinary income ("Quick: SEP-IRA"). 
In contrast to the SEP-IRA, the SIMPLE-IRA, or Savings Incentive Match Plan for 
Employees IRA, enables the employee to contribute in addition to the employer. The SIMPLE-IRA, 
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which recently replaced the SARSEP-IRA, is a tax-deferred plan provided by sole proprietors or small 
businesses, with fewer than 100 employees, who do not participate in any other plans. Depending on 
company rules, you can contribute in any year you earn a salary and are a regular employee. The 
maximum employee contribution is $6,000 per year, plus the employer's contribution. Employer 
contributions can be in the form of a 100% match (up to 3% of total compensation), which doubles 
your money at the beginning, or a straight 2% of compensation (up to $3,200) for all employees, 
whether or not they contribute. Besides the higher contribution limits, this plan also follows the same 
rules as a normal IRA. Another advantage in SIMPLE-IRAs is that you can also invest in regular 
IR.As, which expands your opportunities. Also, contributions are from before tax-dollars, which 
decreases your taxable salary, and both contributions and earnings can grow tax-deferred until 
withdrawal ("Quick: SIMPLE-IRA"). 
Your Social Security and company plan income should provide a substantial amount of money 
for retirement, but you may need more to remain at your comfortable standard of living. For this 
reason, you need to have some other sources of income from personal investments. There are two 
main choices of retirement vehicles for personal investment. The. first is an IRA. The "Quick Reference 
Guide to IR.As" explains that a traditional IRA, or Individual Retirement Account, is a tax-deferred 
savings and investment account that is available for people who have employment income and are under 
the age of 70. There is also a Spousal IRA available for married couples in which only one of the 
spouses has earned income. Your contributions can be deductible or.nondeductible, and the earnings 
can grow tax-deferred until withdrawal (see Appendix D), when they are then taxed as ordinary 
income. Advantages to an IRA are seen in its tax-deferred earnings, flexibility in contributions, and the 
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wide variety of choices it gives you. Most IRAs offer many options, such as mutual funds and stocks, 
which provide far more variety than the average 401 (k). Also, you can move your IRA to a different 
financial institution by just filling out a form ("Quick: IRAs"). 
The small maximum contribution level of IRAs that does not increase with inflation is their 
biggest drawback compared with other funds (Evans 195). The maximum IRA contribution is the 
lesser of $2,000 or 10% of your earned income per year. There are deductibility options with 
contributions if you did not participate in a company-sponsored plan, or if you earned below a specific 
yearly income (approximately $40,000). When it comes to withdrawing your assets, there are also 
certain limitations. Assets cannot be withdrawn without a penalty before age 59, and after age 70 
you must begin to withdraw money from your account. From then on the IRS requires you to take a 
"required minimum distribution" each year or be penalized ("Quick: IRAs"). 
A new variation of an IRA is the Roth IRA. The Roth IRA is similar to a traditional IRA, but it 
has some advantages that Eileen Gunn points out. The growth of earnings in a Roth IRA is tax-free, 
instead of just tax-deferred. Therefore, if you will be in the same or a higher tax bracket in retirement 
than now, the Roth may yield more disposable income than traditional IRAs. Also, there are no 
minimum-distribution rules with a Roth; which simplifies your tax and estate planning. Although the 
advantages to a Roth seem extraordinary, it comes with its disadvantages as well. The primary 
disadvantage pertains to people who are currently in a higher tax bracket than they will be in retirement. 
There is no tax-deferral on contributions in a Roth IRA, so you will have to pay taxes on the front end, 
with a higher rate, instead of paying taxes on the money at a lower rate during retirement. In addition, 
Congress may easily change the Roth's tax-free status, so the future is uncertain (126). 
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Another personal investment option is a Keogh plan. Kehrer explains the two main types of 
defined-contribution Keoghs, the profit-sharing plan and the money-purchase plan. The profit-sharing 
plan allows maximum flexibility because you can put up to 15% of your net self-employment earnings 
(up to $22,500) into it. The key advantage to this plan is that you do not have to contribute the same 
amount of earnings each year. This gives flexibility to the self-employer when needed. On the other 
hand, contributions toward money-purchase plans are mandatory in that you have to make the same 
percentage contributions each year, whether you have profits to support it or not. The advantage to 
this plan is that you can contribute a much larger amount to the plan, up to 25% of your net self-
employment earnings. However, once you have chosen the percentage you are going to contribute, 
you must contribute that amount each year. For optimum potential, you may contribute to both types of 
plans each year from one business (133-4). 
According to another source, you are eligible for a Keogh if you have performed personal 
services for self-employment income. This includes partners, except for a limited or retired partner, 
who cannot contribute to the fund. Even if a self-employer also has employment income, he is eligible 
for a Keogh. Money cannot be withdrawn from a Keogh until the age of 59 without a penalty, 
except in the case of disability. By the age of 70, you must begin taking distributions annually. 
Penalties for not following these rules can add up fast, so it is important to withdraw the right amount at 
the right time ("Retirement"). 
Kehrer notes that the biggest disadvantage ofa Keogh is that if you have employees, you must 
not only include them in the plan, but you also have to contribute the same percentage of income to their 
accounts as you contribute to your own (132). However, these contributions are tax deductible and 
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can somewhat reduce the overall cost of contributions ("Retirement"). A new age-weighted exception 
to this rule is available in some cases (Kehrer 132). The "Quick Reference Guide" points out the 
advantages of a Keogh. Tax-deferred contributions and earnings are not surprisingly of benefit. The 
greatest difference in Keoghs is that they allow self-employed workers to set aside the largest amount 
of money in a retirement plan. Participation in a Keogh fund does not keep you from opening a regular 
IRA, so if you choose, you can have several sources of personal retirement income ("Quick: Keogh"). 
Another way to invest personally: is through stocks. Mutual funds are your keys to investing in 
stocks. Kehrer explains that a mutual fund is "an investment company that pools money from many 
investors and buys a portfolio of stocks and bonds meant to achieve a specific investment goal" ( 177). 
Coyle encourages you to make stocks your number one investment. (See Appendix E for suggested 
asset allocation concerning stocks.) He says this because of their consistent high rate of return. Since 
1926, stocks have had an average return of 10.3% per year before taxes, compared with 5% for 
Treasury bonds and only 3.1% for cash investments such as short-term Treasury bills. In an economy 
with an inflation rate of approximately 3% per year, these other options are almost pointless. The 
problem with investing in the stock market is that most people do not have the interest, the time, or the 
expertise to manage their investments successfully. If this is the case for you, choose some mutual funds 
to invest your money in. The diversification and professional management of mutual funds make them 
extremely worthwhile (49-50). 
Coyle firmly believes that the key to mutual fund and stock market investing is to buy and hold, 
a long-honored tradition of the most successful investors in the stock market. A stock can "fall prey to 
any number of problems that demand you sell it." However, a well-managed fund that is part of a well-
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run fund family should bring you excellent returns over time. The key is just to choose a well-managed 
fund (63-4). The load factor, which refers to the commission that may be charged on the account, has 
nothing to do with its performance, so choose "load" or "no-load" depending on how likely you will be 
tempted to change funds. If you can maintain discipline by not changing funds often, then choose a no-
load fund to save the charge. Otherwise, choose a load fund that you can keep, if for no other reason 
than to save the charge of switching (65-6). In addition, experts advise that you should invest in a low 
number of mutual funds. You should certainly stay under a dozen funds, and most people should use 
just a few, although it depends on how much money you have to invest (69). 
Now that you have seen your main options regarding retirement plans, you may find it helpful to 
have a specific set of guidelines to follow. Here is a list of three suggestions that are the most important 
to remember when beginning your retirement portfolio. The first, and probably most important, is to 
start as early as possible. This. is crucial to your success in the long run because of the benefits of tax-
deferrals and the power of compounding over time. Coyle believes that "together, tax deferral and 
compounding make dollars. multiply as nothing else can do" (8). The sooner you begin taking 
advantage of these tools, the less you'll have to contribute of your actual income in order to meet your 
retirement goals. 
The second most important piece of advice to remember is to be faithful with your investment 
contributions. This guideline werks side. by side with the first one. You must start investing early, but 
you also must be faithful in your investing so that the monthly contributions can begin compounding. 
Williams suggests that after you set your goals you should map out a plan to achieve them. Decide how 
much you can afford to save and whether you will do it weekly, monthly, or otherwise. He finishes 
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emphatically by saying, "Do what suits you best-but do it regularly" (16). 
Finally, to gain financial success, get comfortable with risk. Many people are afraid to take 
risks with their money, which is understandable. However, it is necessary to take a certain amount of 
risk. Kaplan says, "The interest or dividend return that you can earn on an investment is directly related 
to the amount of risk you assume." Therefore, the investment rule is that the more risk you take, the 
more return you can expect to gain (100). It is important for you to find a comfortable risk level and 
follow it. (See Appendix F to calculate your personal risk tolerance.) As an investor, it is your 
responsibility to find a level of comfortable risk. Keep in mind your options with mutual funds, because 
they are excellent ways to invest in the "risky" stock market. They are highly diversified and are run by 
professional investors, so your chances of success are great. 
If you remember to start early, contribute regularly, and take a comfortable amount of risk, you 
will surely find amazing success with your investments. The simple lesson is just to start doing 
something as soon as possible. It is not so important how much you contribute or what type of fund 
you use, but you simply need to start contributing some amount of money to something. If you feel 
comfortable managing your investments on your own, that's great! If not, do not hesitate to find some 
investment advisors to help you. Coyle suggests several kinds of advisors that you can contact. 
Financial planners, money managers, stockbrokers, and insurance company salespeople are available 
to help with investment planning. Be careful, however, and choose someone that you can trust. This is 
your money and your future life· that you're sharing with them (81). 
Finally, take it upon yourself to invest intelligently in your future. Do what it takes to find the 
plan that is right for you. Hopefully, by reading this paper, you have developed an idea of the types of 
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options you have and the important concepts to remember when investing. However, there is a lot 
more information and advice available. Research some investment options on your own. You are the 
only person who can decide which investments are best for you. See the Works Cited page for some 
references to begin your search. Also, keep in touch with information in the prominent business 
magazines, such as Barron's, Business Week, Forbes, Fortune, Kiplinger's Personal Finance 
Magazine, Money, and Smart Money. Don't follow the group of more than half the American 
population who has failed to set aside money for retirement. Fight against the trend and prepare for 
your future! 
Source: Williams (13). 
Appendix A 
The Magic of Compound Interest 
$120,000 
$100,000 
$80,000 
$60,000 
$40,000 
$20,000 
$-
20 Years 
30 Years 
40 
y 
ears 
50 Years 
$1,0QO-/XPS6XP ,QYHVWHGone time RQO\
20 Years 30 Years 40 Years 50 Years 
5% $ 2,653 $ 4,321 $ 7,039 $ 11,467 
10% $ 6,727 $ 17,449 $ 45,259 $ 117,390 
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Appendix B 
The "Time Value" of Money 
Individual A: Open IRA at 12%- Invests $2,000 a year for six years, then stops. 
Individual B: Spends $2,000 a year on himself for six years, then opens IRA at 12%. 
Invests $2,000 a year for the next 35 years. 
Look at age 62 --Individual A, who only deposited $12,000, has accumulated nearly as 
much money as Individual B, who deposited $70,000! Start early time work for you! 
Example A ExampleB 
Age Payment Accumulation Payment Accumulation 
End of Year End of Year 
22 $ 2,000 $ 2,240 0 0 
23 2,000 4,479 0 0 
24 2,000 7,559 0 0 
25 2,000 10,706 0 0 
26 2,000 14,230 0 0 
27 2,000 18,178 0 0 
28 0 20,359 $ 2,000 $ 2,240 
29 0 22,803 2,000 4,749 
30 0 25,539 2,000 7,559 
31 0 28,603 2,000 10,706 
32 0 32,036 2,000 14,230 
33 0 35,880 2,000 18,178 
34 0 40,188 2,000 22,559 
35 0 45,008 2,000 27,551 
36 0 50,409 2,000 33,097 
37 0 56,458 2,000 39,309 
38 0 63,233 2,000 46,266 
39 0 70,821 2,000 54,058 
40 0 79,320 2,000 62,785 
41 0 88,838 2,000 72,559 
42 0 99,499 2,000 83,507 
43 0 111,438 2,000 95,767 
44 0 124,811 2,000 109,499 
45 0 139,788 2,000 124,879 
48 0 156,563 2,000 142,105 
47 0 175,351 2,000 161,397 
48 0 196,393 2,000 183,005 
49 0 219,960 2,000 207,206 
50 0 246,355 2,000 234,610 
51 0 275,917 2,000 264,668 
52 0 309,028 2,000 298,668 
53 0 348,111 2,000 336,748 
54 0 387,644 2,000 379,398 
55 0 434,161 2,000 427,166 
56 0 486,261 2,000 480,665 
57 0 544,612 2,000 540,585 
58 0 609,966 2,000 607,695 
59 0 683,162 2,000 882,859 
60 0 765,141 2,000 767,042 
61 0 856,958 2,000 861,327 
62 0 959,793 2,000 966,926 
Total Contributions: $12,000 $70,000 
Total Accumulation: $959,793 $966,926 
Source: Williams (36). 
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l 
If you start investing 
35 years before 
you're ready to 
retire, and you save 
only 1 0% of what 
you earn each year, 
you'll have enough 
put aside to replace 
70% of your salary. 
Source: Morris. 
... ... 
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Adding It All Up 
Starting Percent Salary 
Age Saved Replaced 
30 10°/o 70o/o 
40 21°/o 70o/o 
50 48°/o 70o/o 
55 84°/o 70o/o 
For each year you delay, you'll have to save 
more of your yearly earnings to build up the 
same reserves. Most people would have trouble 
taking that much out of their salary. no matter 
how important they know It is to save. 
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*How, a $2,000 annual deposit grows 
Years 
5 
10 
15 
20 
25 
Total of 
Your Deposits 
$10,000 
20,000 
30,000 
40,000 
50 000 ' 
Source: Kehrer (114}. 
Value at this: Rate of Return: 
8% 
$12,700 
31,300 
58,600 
98,800 
157,900 
10o/o 
$13,400 
35,100 
69,900 
126,000 
216,400 
12o/o 
$14,200 
39,300 
83,500 
161,400 
298,700 
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Portfolio Composition 
More Than 5 Years Within 5 Years 
Goals and Investments to Retirement of Retirement Retired 
6DIHW\of 3ULQFLSDO
Money market mutual funds 
United States Treasury bills 20o/o 25o/o 30°/o 
Certificates of deposit 
U.S. Savings Bonds 
Income 
United States Treasury bonds 
Corporate bonds 
Municipal bonds 30o/o 35o/o 45o/o 
Bond mutual funds 
Ginnie Maes 
Growth 
Common stocks 
Stock Mutual funds 50o/o 40o/o 25°/o 
Real estate 
Total 100°/o 100o/o 100°/o 
Source: Kaplan (1 
c: 
-
This risk quotient table will allow you to determine the level of risk that you are economically and psychologically suited to undertake. 
To determine your RQ, circle the response for each item that most closely describes you and enter the score in the final column. Then, 
add all the individual scores for a total score, which will give you your RQ and an approximate indication of your most suitable portfolio 
mix. 
If your RQ is between 31 and 80, you can be classified as a moderate risk investor. (See Appendix for a suggested portfolio mix in 
this case.) If your score is 81 or higher, you can handle a larger percentage of high risk investments. And if your score is 30 or less, you 
would do best with minimum risk investments, remembering that some proportion of your portfolio should be in growth type investments, 
which in the long run outperform other types of investments. 
Item Score 
Your Age 21-30 31-40 41-50 51-60 Over60 
4 5 7 5 1 
Total Family $10,000-20,000 $20,001-30,000 $30,001-50,000 $50,001-75,000 Over $75,000 
Income 1 2 4 6 8 
Savings $2,000-5000 $5,001-15,000 $15,001-40,000 $40,001-75,000 Over $75,000 
1 3 5 8 10 
Your Home $20,000-60,000 $60,001-100,000 $100,001-150,000 $150,001-200,000 Over $200,000 
(Equity) 1 2 3 4 5 
Life $10,000-20,000 $20,001-50,000 $50,001-100,000 $100,001-200,000 Over $200,000 
Insurance 1 2 3 4 5 
Dependents Only Yourself One additional 2-3 4-5 More than 5 
10 6 4 2 1 
Investment Income Never Seldom Occasionally Often Always 
used for living costs 10 8 5 3 1 
Employment and Very stable Fairly stable Unstable 
income security 10 5 1 
Major medical or Have both Have one Have neither 
disability income 10 4 1 
Attitude Enjoy risk-taking Will take occasional risks Avoid risk ~ 
toward risk 10 5 1 
Investment principal Yes: for education No: but need for Could afford to 
earmarked for and retirement overall security lose my principal 
major goals 1 4 15 
Total 
, 
3 
3 
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Senior Project 
A significant scholarly project, involving research, writing, or special performance, 
appropriate to the major in question, is ordinarily completed the senior year. Ideally, 
this project will demonstrate an understanding of the relationship between the student's 
major field and some other discipline. The project is expected to be of sufficiently high 
quality to warrant a grade of A and to justify public presentation. The completed 
project, to be turned in in duplicate, must be approved by the Honors Committee in 
consultation with the student's supervising professor three weeks prior to graduation. 
The 2-3 hours of credit for this project is done as directed study or in a research class. 
Keeping in mind the above senior project description, please describe in as much 
detail as you can the project you will undertake: 
Iplan to research WKH YDULRXV retirement fund YHKLFOHV
available LQ the PDUNHW 7KHUH DUH many GLIIHUHQW RSWLRQVo 
such as O IRA, and KEO DFFRXQWV DQG YDULRXV SURILWVKDULQJ
and pension plans. I ZLOO attempt WR compare DQG contrast 
these different options DQG SRLQW but the advantages and 
disadvantages RI HDFK RQH . _ 
,Qthe evaluation of these retirement RSWLRQV,ZLOO explore 
such details as the power of compounding and the tax 
implications of the various plans. Finally, _..L will seek to 
develop personal suggestions investment in retirement accounts 
based on various income levels and risk preferences.
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